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The primary objective of this research is to determine China’s business 
process outsourcing industry’s competitive advantages, as well as to recommend 
solutions to improve it and extrapolate solutions to address the industry’s 
weaknesses. 
 
 The paper is divided into five parts that cover ten chapters. The first part 
provides chapter on the introduction, background, and scope-limitations of the 
research, as well as the relations of business process outsourcing to international 
relations. The second part presents the review of related literature and conceptual 
framework of the study. Part three discusses an overview, history, and development 
of China’s service outsourcing industry; this part also includes a comparative 
summary between China and India’s business process outsourcing industries. The 
fourth part tackles results and discussion with chapters using frameworks such 
Porter’s Diamond industry analysis to assess China’s service outsourcing sector, as 
well as the TOWS analysis matrix in deriving strategies and solutions to better 
position the industry for opportunities and against threats. Lastly, the fifth part 
presents recommendations and the conclusion made by the researcher.  
 
 The core advantages or strengths of China’s information technology-
business process outsourcing industry are: 1) the country’s government; 2) 
infrastructure; 3) talent pool; 4) cost arbitrage; 5) strong domestic market; 6) 
presence of multinational companies; 7) affinity with the Japanese and Korean 
markets; and 8) a leverage on its manufacturing industry’s success. Furthermore, 
results from the TOWS matrix analyses show that government initiatives coupled 
with international and cross-industry partnerships would help China’s outsourcing 














 In addition, recommendations have been made to address certain weaknesses 
of China’s outsourcing industry such as developing the talent pool through school-
industry internships, development of English communication competency, emphasis 
on creativity and originality, better intellectual property rights enforcement, and 
forging international and cross-industry partnerships and collaborations. 
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PART 1 INTRODUCTION 
 
I. BACKGROUND OF THE RESEARCH 
 Business Process Outsourcing (BPO) has been one of the fastest growing industries 
today. Its birth and development in the early 1990s could be attributed to globalisation and the 
business phenomenon of higher productivity at lower costs. With the industry market size 
forecast reaching USD250 billion within 5 years or less and a steady annual market of 
USD40-50 billion1, more and more countries have recognised the urgency to have a share in 
the global BPO market pie. 
 Given this as the backdrop, national governments have raised initiatives to establish 
their countries as BPO destinations. The industry has been one of the leading areas in the 
services sector that contributed economic well-being to developing countries by attracting 
foreign investment, job opportunities, as well as improving the locale of their operations. One 
of the countries, that have benefitted much from an early start and development in this IT-
based service sector, was India, which made BPO one of its major economic drivers. 
 However, other countries are quick to catch up—for one, 2009 industry figures saw 
China’s global IT-BPO market share to be second to India’s. Despite this fact, China could 
still improve its market standing and profitability by improving its BPO service capabilities 
since most of its IT-BPO shares are from hardware and software products. 
 Moreover, BPO could complement China’s unrivalled position in manufacturing in 
terms of continued growth and development for the nation. By understanding China’s current 
BPO competitive advantages, enhancing them, and finding solutions to its limitations, the 
country would have another area that would allow its economy to grow even further without 
the cost of high energy consumption and environmental degradation. Thus, China’s goals for 
sustainable development would be achieved. 
 
II. BPO AND INTERNATIONAL RELATIONS 
 The Business Process Outsourcing industry (BPO) could be considered directly related 
to the realm of international national relations given the fact that BPO is a national initiative 
industry in its approach and scale, rather than simply a private sector instigated enterprise. 
Governments, often than not, are the starters or motivators of this industry, and their support 
is very crucial for its development, infrastructure assistance, as well as sustainability. 
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 Furthermore, the BPO industry is geared towards the services sector that includes 
significant aspects of industries and enterprises wherein trust, aside from profit, is the primary 
consideration. Firms and companies would not just outsource any type of their operations and 
systems to a third-party provider they do not trust or expect to execute deliverables as 
promised. In a bigger scope, nations and governments would not encourage its companies and 
enterprises to outsource to a destination they distrust or could endanger its constituents’ 
interests. 
 In addition, BPO involves government-to-government and government-to-enterprise 
contracts and agreements. These to be accorded by both parties not only require a good deal 
of trust, but good will as well as in making sure things happen or executed, which leads to 
integrity. 
 Another aspect of BPO’s relationship to international relations is that the industry is 
not simply a trade of goods and services, but most significantly an exchange of culture, 
knowledge, and communication between two different groups of people, usually from 
different countries. Understanding a different country’s market demands and addressing 
clients’ needs involves adopting reception to a certain cultures’ nuances and sensitivities. 
Usage of a foreign language also emphasise the “bridging-the-gap” between varying 
cultures—it could be considered as thinking or feeling the way the customer does to capture 
his requirements and deliver it satisfactorily. 
 
III. RESEARCH OBJECTIVES 
 The primary objective of this research is to determine China’s business process 
outsourcing competitive advantages and improve it. In order to do this, secondary objectives 
have to be considered such as 1) to provide an overview of the global BPO industry—
definition, history, size, markets, products and services, as well as competition and market 
share; 2) to describe China’s BPO development, its growth drivers, and industry status; 3) to 
analyse China’s BPO’s strengths, weaknesses, opportunities, and threats using SWOT 
analysis model; 4) to assess and compare the IT-BPO industry in China and India;  5) to use 
Porter’s Diamond Model to highlight the country’s BPO advantages; 6)to extrapolate BPO 
developmental solutions with the TOWS Matrix model; and 7) to insights on how to address 
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IV.  SCOPE AND LIMITATIONS 
This paper aims to discuss the different factors and aspects that make up the 
competitive advantages of China’s information technology and business process outsourcing 
industry (IT-BPO), as well as explore areas to improve it.  The scope of this study would 
focus on analysing China’s significant IT-BPO industry facts and details, such as its strengths, 
weaknesses, opportunities, and strengths; industry differences with India’s; extrapolating 
solutions to address China’s IT-BPO industry weaknesses; as well as explore the relevance of 
project-based internship in solving the dilemma of China’s BPO labour skill shortage. 
 The study would present possible solutions and recommendations drawn from the 
abovementioned and the researcher’s. Limitations to the study would be the dearth of updated 
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PART 2 LITERATURE REVIEW  
& CONCEPTUAL FRAMEWORK 
 
Chapter I Review of Related Literature 
 
The Business Process Outsourcing (BPO) industry in China, despite its late entry into 
the global BPO arena, has taken up momentum into becoming one of the leading BPO 
destinations a second, if not at par, to India. The rise of China's BPO industry could be 
attributed to certain advantages that make it indispensable as a prime BPO destination.  
The literature provided in this paper would focus on the competitive advantages, 
weaknesses or areas of improvement, as well as industry opportunities and threats of China's 
BPO industry using the SWOT analysis model. Moreover, the literature would touch on a 
study on project-based internship2, as well as business economic frameworks or models such 
as Porter’s diamond model of national advantage and the TOWS matrix SWOT analysis 
would be introduced. 
 
I. China’s BPO Strengths, Weaknesses, Opportunities, and Threats 
The researcher has used SWOT analysis to review China’s IT-BPO industry’s 
advantages, areas of improvement, and prospects drawn from various studies and assessments 
by different industry experts and analysts. Pertinent information gathered in this part of paper 
would help extrapolate solutions and recommendations on how to improve China’s IT-BPO 
sector. 
a) Strengths: 
i. Government Initiative and Support 
The central government has been the most significant factor in the development and 
current success of the IT-BPO industry in China. NASSCOM, India’s IT-BPO industries trade 
body and chamber of commerce, conducted an industry study in 2007, which highlighted 
China’s “government support as one of the primary growth factors”3 for the development of 
the country’s IT-BPO software and services sector. In fact, the main reason for this industry 
                                                     
2 Term originally coined from Dy, J. M. (2009). The Nature of Management Dilemmas Used as Academic Projects in Higher 
Education, InFo Journal Vol.12, no.1, April, 2009, pp.45-61. 













China’s Competitive Advantage in the BPO Industry 
 
 5
to rapidly develop is because of the government’s initiative and emphasis—the developments 
of infrastructure, education, and brand-building have been the “core areas of focus”4. 
 In addition, the Ministry of Commerce (2008) through a briefing on China’s services 
sector development emphasised the “attention and support” of the central and local 
governments ‘at all levels’ for the development of service outsourcing. This was put into the 
Eleventh Five-Year Plan, which espoused the ‘construction of service outsourcing in 2006, as 
well as the implementation of the “ten thousands of projects” to promote this sector’s 
development—specific cities have been designated as key areas “to undertake international 
offshore outsourcing, outsource companies to expand the scale of outsourcing of professional 
services, and train local personnel”5. 
Furthermore, government policies have been put into place to “offer multi-region 
support for the surrounding customer markets”—this is something that “sets China apart” 
given regions that require other Chinese dialects and others aside from the usual Asian 
languages like Mandarin and Japanese6. Banking and finance have also been improved to 
attract foreign investors by the government’s deregulation7, as well as support in taxation8. 
 
ii. Modern Infrastructure 
Apart from government initiative and support, China’s good infrastructure counts as 
another key advantage towards gearing the country as a top IT-BPO destination since this 
provides “relative ease in setting up operations in the country” (David, 2007).  
The level of infrastructure development in China has been very attractive since it does 
not only come at a grand scale all over the country, but also has been integrated with the 
adoption of high-modern technology 9 . China’s infrastructure developments include its 
“world-class telecommunications’ network connectivity, “uninterruptible power dual power 
supply”, international-local airports, as well as high mileage of land transportation routes—all 
these could be seen as a “favourable external environment” unmatched in any other 




                                                     
4 Ibid. 
5 Ministry of Commerce (2008), Briefing on Trade in Services, no.9. 
6 Fersht (2008), China and BPO: Don’t bet your mortgage on it. 
7 Ibid. 
8 Zhang (2005), Special Report: Outsourcing in China, parts 1 & 2. 
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iii. Competitive Cost and Arbitrage 
Lower cost is the third advantage that makes China a top IT-BPO outsourcing 
destination. Zhang (2005) stated that “the most outstanding virtue of China as an outsourcing 
destination is the cost”, which is “often mentioned breathlessly as ‘cheaper than India’”. 
Despite the cost or wage of a BPO employee to be above the average given the nature of skills 
required in the industry, the Offshoring Times (2007) stated that it is still very “competitive” 
and could be estimated to be “between a sixth to an eighth of what it would be in the US” 
(Zhang, 2005), or simply a “fraction of what it would cost’ to hire someone from the US and 
the UK” (Nasscom, 2007). 
Given that the “average wage levels in China are lower than most developed markets, 
China offers a compelling opportunity for cost arbitrage in the service business” 10 . 
Furthermore, Sengupta (2007) noted that Chinese firms not only have an advantage because 
of cost arbitrage, but also in labour efficiency. This is because most of the IT-BPO firms’ 
clients are actually engaged in local operations and labour is streamlined in a manner that 
profits are maintained. Consequently, the IT-BPO industry in China is used to “running lean 
and mean” in their own country and would certainly have a huge advantage once they gain the 
additional advantage of the labour cost differential between China and the US (Sengupta, 
2007). 
Moreover, if wages are beginning to increase in mainstay cities such as Beijing and 
Shanghai, China has been keen to keep expanding its BPO locations (e.g., Chengdu and 
Tianjin) wherein the cost are 30% cheaper compared to the bigger cities—a big ‘cost 
advantage’ for client firms (Fersht, 2008 & Dertinger et al, 2006). 
 
iv. Educated Labour Pool 
The Ministry of Commerce (2008) highlighted the country’s “sufficient talent pool” as 
another advantage given the huge supply of university graduates together with the number of 
good educational institutions. The huge talent pool provides “one of the largest stock of 
working population in the world” that is answer to the “shortage of skills in most developed 
markets over the next two decades” (Offshoring Times, 2007 & Nasscom, 2007). 
Dertinger et al (2006) also indicated through a BPO presentation that one of China’s 
advantages is its educational system. This fact would bring an “educated workforce” and 
together with “superior technological skills” could be one of the factors that would help China 
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“overtake India as the most preferred outsourcing destination in the next 3-5 years” (Rediff, 
2004, Xinhua, 2007, & India Times, 2007). 
 
v. Affinity with Japan & Korea 
Another unique advantage of China’s IT-BPO industry is its geographic proximity to 
and cultural knowledge of Japan and South Korea11. Offshoring Times (2007) stated that 
China has maintained an edge in these markets since they have been under-penetrated by 
other BPO destinations given the cultural and linguistic barriers with the end-customers these 
countries have—that is, most BPO destination focus on English-speaking developed 
markets12. 
In addition, the geographical proximity of China to Japan’s and South Korea’s 
technologically advanced markets and high technology-based international players makes 
China at an advantage in capturing these markets for its “development as an export base for 
software and service” (Dertinger et al, 2006 & Nasscom, 2007). “China’s BPO market will be 
driven by companies from Japan, Korea, and Hong Kong” (Fersht, 2008). In fact, they have 
been the “largest export markets for the Chinese IT software and service sectors” (Xinhua, 
2007). This has been recognised by the government, which has tapped into its talent pool and 
start junior talent development for service outsourcing to Japan and South Korea. 
 
vi. Multinational Companies and Manufacturing Advantage 
The presence of multinational companies doing business and “shifting their Asia-
Pacific regional HQs to China’ presents an advantage in ‘establishing service centres or 
outsourcing local firms” (Fersht, 2008).  China also “marks as a clear favourite” for service 
outsourcing given “the strong present of foreign companies and MNCs” in the country—well-
known MNCs such as “Oracle, IBM, HP, and NEC have already set up outsourcing centres” 
(Offshoring Times, 2007).  
Furthermore, “global BPO firms, such as IBM and Genpact, have started to develop 
their BPO presence” in China, not to mention already entrenched firms such as IBM amongst 
others, which “has surpassed 1,000 employees for BPO services”. Moreover, Japanese firms 
that have “thousands of employees in China’ have also been part of the country’s clientele 
(Fersht, 2008).  
                                                     
11 Offshoring Times (2007), China an emerging BPO hub. 
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Another area of advantage is China’s manufacturing powerhouse—the primary reason 
for MNCs and foreign firms to set up operations in the country to take advantage of its 
manufacturing technological expertise. Rediff (2004) highlighted that ‘the Chinese have at 
least two advantages in the global outsourcing market: manufacturing and IT’. 
 
vii. Growing Domestic Economy 
One of the most significant attractions for MNCs to set up camp in China is “the scale 
and high growth potential of the domestic economy” 13 . The continuous growth and 
enlargement of the Chinese economy could be considered as the country’s BPO advantage 
and “the largest threat to India in the future” (Rediff, 2007).  
The combination of both local and foreign competition aspiring to capture the Chinese 
market has resulted to “intense competitive activity across various sectors will be 
accompanied by increasing reliance on technology to achieve efficiency gains”14. Thus, both 
foreign and domestic companies would realise the benefits of BPO and begin outsourcing 
within China. In addition, the presence of MNCs and foreign investment ensure and facilitate 
the adoption of global best practices and technologies in all sectors across the country. This 
would lead to stable growth for the domestic demand and development of IT software and 
services in China.15 
China’s BPO industry is tightly tied up with its Information Technology (IT) industry 
given the BPO’s dependence on IT systems, applications, networks, and competency—BPO 
as an IT-enables service. An analysis of China’s IT service industry directly reflects its BPO 
industry. 
The strengths of China’s BPO industry focus on strong government support and 
facilitation that lead to quick execution of projects aligned to BPO development, especially in 
terms of infrastructure enlargement that are at par with global standards. Furthermore, China’s 
rapidly growing domestic economy both provides financial backbone, as well as an onset for 
BPO service demand. The presence of MNCs and foreign firms also add to a potential client 
base that would need BPO services from within the country. 
Consequently, China’s growing labour pool of educated and highly-skilled workers 
could be considered an oasis to draw talent to satisfy increasing BPO talent needs. To add to 
this, Chinese BPO firms have mastered cost arbitrage and effective streamlining to their 
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